On 6 July 2017, after four years of negotiation, the EU reached an agreement with Japan over the main elements of a comprehensive free trade agreement. The breakthrough came at a time when progress on multilateral trade negotiations at the global level seemed out of reach and EU bilateral trade agreements faced strong public opposition. This paper examines the content of the new agreement with a view to global trade dynamics and assesses its main trade policy implications.
Despite the increasing role that emerging markets now play for extra-EU trade, Japan remains an important international trading partner of the EU. Following China, Japan is the EU's second-most important trading partner in Asia. EU exports to Japan amounted to €58.1 billion in 2016, while EU imports from Japan amounted to as much as €66.4 billion.
1 Against this background, the European Commission expects a signifi cant economic impact from a comprehensive free trade agreement with Japan. A study prepared for the European Commission in 2010 estimates that an EU-Japan trade agreement could boost EU GDP by between 0.34% and 1.9% by 2020, depending on the extent to which the agreement envisages the reduction of non-tariff trade barriers.
2 More recent studies predict somewhat lower but still substantial welfare gains. The most recent one uses the 2011 EU-South Korea trade agreement as a benchmark and estimates GDP gains of 0.2% for the EU from a comparable agreement with Japan. Overall, the authors predict annual income gains for the EU of €11 billion over ten years after the agreement enters into force. In absolute terms, Germany would see the largest annual income gains (€3.4 billion), followed In addition to the economic rationale for the trade agreement, political considerations played a major role in the negotiations. Interestingly, the offi cial title of the agreement does not include the word "trade". The title "Economic Partnership Agreement" rather intends to emphasise that the cooperation goes beyond trade and should be viewed as a strategic partnership including cooperation on many levels. As the EU Trade Commissioner Cecilia Malmström expressed it, the agreement "represents not just a trade deal; but a strategic alliance between the EU and Japan". 5 The EU hopes that the conclusion of the agreement will signal to the rest of the world that deeper international economic integration is still possible, even when the fear of new protectionism is on the rise. The agreement might even help the EU to assume leadership in setting global trade rules and standards. Moreover, it could become a vehicle to fi ll the vacuum created by the withdrawal of the United States from the Trans-Pacifi c Partnership (TPP). While it is still an open question whether the EU-Japan agreement can eventually meet these expectations, its completion nevertheless already refl ects a remarkable achievement given the current dispute about trade agreements, the economic size of the contracting parties and the scope of the agreement. This paper looks at key data on EU-Japan trade, reviews the content of the EU-Japan Economic Partnership Agreement and analyses its implications. 
EU-Japan trade relations
The EU-Japan Economic Partnership Agreement is a bilateral trade agreement between the world's second-and fourth-largest economies in terms of GDP in current US dollars. 6 Combined, the economies account for 28% of global GDP. Japan is the EU's sixth-largest trading partner; in 2016 Japan accounted for 3.9% of total EU imports and 3.3% of total EU exports.
7 Figure 1 shows the development of EU exports and imports vis-à-vis Japan over the past ten years. The EU has had a negative trade balance with Japan throughout this period, but the EU's bilateral trade defi cit has been considerably lower since 2012. Table 1 shows the top fi ve product groups of the EU's imports from and exports to Japan in 2016.
8 Machinery and transport equipment, which includes cars, dominated both exports and imports with a total value of more than €65 billion. For EU exports, chemical products were the second-most important product group, with an export value of €14.5 billion, indicating a strong trade relationship in intermediate goods. Despite the dominance of industrial goods, agricultural products (i.e. food and live animals) still had a signifi cant position as the fi fth-largest product group of EU exports to Japan.
What is the content of the EU-Japan Economic Partnership Agreement?
The EU and Japan call the accord reached in July 2017 an "agreement in principle". Hence, it does not represent a fi nal treaty. Some important chapters are still under negotiation, including the chapter on investment protection and investment dispute settlement. Another topic for which there is still a potential confl ict is related to environmental issues, especially whaling. The strict ban on trade in whales in the EU stands in confl ict with Japan's active commercial whaling activities. In the EU-Japan agreement, the EU aims to exclude this controversial subject, despite being an active member of the International Whaling Commission, which has repeatedly condemned whaling internationally.
However, while some of the treaty is not yet fi nal, the parts that both parties have already agreed upon indicate a signifi cant liberalisation of EU-Japan trade. The agreement will liberalise 91% of EU exports to Japan on the day of its ratifi cation. After the completion of different staging periods, 99% of EU imports from Japan will be liberalised. Both parties agreed to completely eliminate tariffs for chemical products, plastics, cosmetics, textiles and clothing. Likewise, they will abolish tariffs on automobiles within the next seven years.
As the EU countries and Japan are members of the World Trade Organization, both economies currently apply the 5. Food and live animals (€3.8 billion)
